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UNCLAS SECTION 01 OF 02 OECD PARIS 13262 

E.O. 11652: N/A 
TAGS: EGEN, OECD 

SUBJECT: OECD MINISTERIAL COUNCIL MEETING MAY 29-30: 

STEIN STATEMENT ON INFLATION AND EMPLOYMENT 

1. FOLLOWING IS TEXT OF STATEMENT MADE BY CEA CHAIRMAN 
HERBERT STEIN TO OECD MINISTERIAL COUNCIL MAY 29-30 ON 
INFLATION AND EMPLOYMENT. 

BEGIN TEXT: THE SECRETARY GENERAL PROPERLY EMPHASIZES 
THE WORLDWIDE CHARACTER OF THE INFLATION, ITS UNUSUAL 
INTENSITY AND THE PRIORITY OF THE NEED TO DEAL WITH IT. 
HOWEVER, HE IS, IN OUR OPINION, TOO PESSIMISTIC ABOUT 
THE PROBABILITY OF SOME REDUCTION OF THE RATE OF 
INFLATION AND INSUFFICIENTLY INSISTENT ON THE FIRM USE 
OF CONVENTIONAL FISCAL AND MONETARY POLICIES TO RESTRAIN 
THE INFLATION. 

IN THE UNITED STATES AT LEAST, AND TO SOME EXTENT 
IN OTHER COUNTRIES, THE RECENT INFLATION HAS CONSISTED 
OF TWO PARTS. ONE WAS THE EXCEPTIONALLY RAPID RISE OF 
FOOD AND FUEL PRICES RESULTING FROM POOR WORLD CROPS ON 
THE ONE HAND AND FROM RESTRICTION OF OIL PRODUCTION ON 
THE OTHER HAND. THE OTHER PART WAS THE MORE MODERATE 

BUT STILL SUBSTANTIAL RISE OF PRICES IN THE REST OF THE 
ECONOMY REFLECTING GENERAL DEMAND CONDITIONS, UNIT LABOR 
COSTS AND OTHER FACTORS. THESE TWO ELEMENTS INTERACT. 
MOST IMPORTANT, THE BIG RISE OF FOOD AND FUEL PRICES 
RAISES THE COST OF LIVING AND GENERATES PRESSURE FOR 
HIGHER WAGE INCREASES, WHICH MAY IN TURN INTENSIFY THE 
GENERAL RATE OF INFLATION EVEN AFTER THE FOOD AND FUEL 
PRICES HAVE CEASED RISING SO FAST. HOWEVER, IN THE PAST 
YEAR RAPID FOOD AND ENERGY PRICE INCREASES HAVE NOT BEEN 
FULLY TRANSLATED INTO THE REST OF THE ECONOMY, AND IF 
THE EXTRAORDINARY INCREASE IN THESE TWO SECTORS NOW 
SUBSIDES, AS WE EXPECT, WE WILL BE LEFT WITH A SUB- 
STANTIAL REDUCTION IN THE RATE OF INFLATION. 
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IN THE UNITED STATES IN THE PAST YEAR RETAIL FOOD 
PRICES ROSE 16.2 PERCENT, PRICES OF ENERGY DIRECTLY 
PURCHASED BY CONSUMERS ROSE 31.3 PERCENT AND THE REST 
OF THE CONSUMERS’ PRICE INDEX ROSE 6.3 PERCENT. THIS 
GAVE US A TOTAL INCREASE OF L0.2 PERCENT. ENDING THE 

EXTRAORDINARY INCREASE OF FOOD AND ENERGY PRICES COULD 
BRING OUR INFLATION RATE DOWN SUBSTANTIALLY, PERHAPS TO 
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THE NEIGHBORHOOD OF 7 PERCENT. 

THE INCREASED SUPPLIES OF FOOD IN HAND AND IN 
PROSPECT HAVE ALREADY RESULTED IN A MARKED CHANGE IN 
THE BEHAVIOR OF FOOD PRICES AT THE FARM AND WHOLESALE 
LEVELS. IN THE SIX MONTHS THAT ENDED IN OCTOBER 1973 
WHOLESALE PRICES OF FARM PRODUCTS AND PROCESSED FOODS 
AND FEEDS ROSE BY 14 PERCENT; IN THE SIX MONTHS ENDED 
IN APRIL THEY ROSE BY LESS THAN 1/2 OF 1 PERCENT AND 
IN MARCH AND APRIL THEY DECLINED. THIS WILL BE 
REFLECTED IN MUCH MORE SLOWLY RISING RETAIL PRICES IN 
THE MONTHS AHEAD. ON THE ENERGY SIDE THE DOMINANT 
FACT IS THE PRICE OF CRUDE OIL. NO ONE BELIEVES THAT 
THE WORLD PRICES OF CRUDE OIL WILL TRIPLE OR QUADRUPLE 
IN THE NEXT YEAR AS IT DID IN THE PAST YEAR. IN FACT 
THERE IS SOME EVIDENCE THAT THESE PRICES ARE DECLINING 
AND WE EXPECT THEM TO DECLINE FURTHER. 

THESE SAME FORCES IN MARKETS FOR FOOD AND ENERGY 
THAT WE FEEL IN THE UNITED STATES WILL BE FELT IN THE 
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OTHER OECD COUNTRIES AND SHOULD HELP TO SLOW DOWN THEIR 
INFLATION RATES, ALTHOUGH PERHAPS LESS THAN IN THE 
UNITED STATES. SO WE SHOULD NOT REGARD OURSELVES AS 
CONSIGNED TO THE HIGH INFLATION RATES RECENTLY 
EXPERIENCED. HOWEVER, EVEN IF WE ALLOW FOR THE ABATE- 
MENT OF PRESSURES ON FOOD AND FUEL PRICES, THE REMAINING 
INFLATION RATE WILL BE TOO HIGH. MOREOVER, THE DANGER 
OF RENEWED ACCELERATION CANNOT BE DISREGARDED. THERE- 
FORE, WHILE SOMEWHAT OPTIMISTIC ABOUT THE NEAR FUTURE 
OF INFLATION WE REMAIN CONCERNED AND DETERMINED ABOUT 
THE BASIC PROBLEM. 

IN OUR VIEW, THE MAIN CONCLUSION IS THE NEED FOR 
FIRM. CONTINUED USE OF WHAT THE SECRETARY-GENERAL CALLS, 
IN PASSING, TRADITIONAL OR CONVENTIONAL MEASURES. 
PRESUMABLY THESE ARE MEASURES OF FISCAL AND MONETARY 
RESTRAINT. THERE IS SOME IMPLICATION THAT THESE 
MEASURES HAVE BEEN USED AND FOUND WANTING. THE FACT 
IS THAT THEY HAVE NOT BEEN USED FOR VERY LONG ANYWHERE. 
THE WORLDWIDE SKEPTICISM ABOUT THE FUTURE OF INFLATION 
IS LARGELY THE RESULT OF SKEPTICISM ABOUT THE WILLING- 
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NESS OF GOVERNMENTS TO CARRY OUT THESE TRADITIONAL 
POLICIES. A SIGN NOW OF DETERMINATION BY THE MEMBERS 
OF OECD TO DO SO WOULD BE A MAIOR CONTRIBUTION TO 
ARRESTING THE TIDE OF INFLATION AND INFLATION-FEAR. 

THE SECRETARY-GENERAL CALLS ATTENTION TO UNUSUAL 
MEASURES GOVERNMENTS MIGHT WANT TO EMPLOY TEMPORARILY 
IN THE MONTHS AHEAD TO REDUCE THE INFLATION OF CONSUMERS 
PRICES MORE RAPIDLY. THESE INCLUDE "TEMPORARY 
REDUCTIONS IN INDIRECT TAXES," "SELECTIVE SUBSIDIES," 

OR "PARTICULARLY STRICT DIRECT CONTROLS IN CERTAIN OF 
THE MORE SENSITIVE PRICE AREAS." THERE IS LITTLE SCOPE 
FOR THESE MEASURES IN THE UNITED STATES, ALTHOUGH WE DO 
HOPE TO CONDUCT POLICIES WHICH WILL BRING ABOUT 
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INCREASED SUPPLY AND VOLUNTARY PRICE RESTRAINTS IN SOME 
SECTORS. WE HAVE NO WISH TO DISSUADE OTHERS FROM DIRECT 
TAX, SUBSIDY OR CONTROL MEASURES INTENDED TO PREVENT 
INFLATION. HOWEVER, WE THINK IT EXTREMELY IMPORTANT 
THAT INTEREST IN THESE OTHER MEASURES SHOULD NOT DIVERT 
ATTENTION FROM FUNDAMENTAL POLICIES, EITHER IN THE 
STATEMENT OF OECD OR IN THE ACTION OF OUR GOVERNMENTS. 

WE DO NOT BELIEVE THAT WE SHOULD TURN QUICKLY FROM 
THE URGENT NEED TO RESTRAIN INFLATION NOW TO THE POSSI- 
BILITY THAT COMMODITY PRICES MAY FALL "TOO FAR." 

MANY BASIC COMMODITY PRICES HAVE SKYROCKETED AS SUPPLY 
COULD RESPOND ONLY SLOWLY TO BOOMING DEMAND. IF THESE 
PRICES SHOULD FALL NOW, IN RESPONSE TO SUPPLY INCREASES 
OR LESS INFLATIONARY EXPECTATIONS, THAT WOULD BE NATURAL 
AND HELPFUL. CONCERN WITH THE PROBLEMS OF THE LESS 
DEVELOPED PRIMARY-PRODUCING COUNTRIES SHOULD NOT BE 
REFLECTED IN POLICIES TO HOLD UP PRICES WHILE THE WORLD 
IS UNDER THE THREAT OF INFLATION. 

RELUCTANCE TO RELY ON CLASSICAL ANTI-INFLATION 
MEASURES OFTEN REFLECTS CONTINUING ANXIETY ABOUT 
INADEQUATE GROWTH OF OUTPUT AND EMPLOYMENT. THIS WAS A 
MAIOR WORRY IN THE OECD AND ELSEWHERE EARLY IN 1974. 

HOWEVER, WE SHOULD NOW RECOGNIZE THAT THE RISK OF A 

WORLDWIDE RECESSION HAS DIMINISHED, AND THERE IS LITTLE 
DANGER OF ANY GOVERNMENT PURSUING A POLICY THAT IS TOO 
RESTRICTIVE. THE SECRETARY-GENERAL'S STATEMENT IS 
PRUDENT IN NOT URGING ANY GOVERNMENT TO A MORE EXPANSIVE 
POLICY. WE WOULD WELCOME A STRONGER WARNING AGAINST 
EXCESSIVE EXPANSION AND MORE EXPLICIT ACCEPTANCE OF THE FACT THAT 
IF WE WANT TO SLOW DOWN THE INFLATION WE MUST NOT RUN TOO 
CLOSE TO THE LIMITS OF OUR ECONOMIC POTENTIAL. 

WE BELIEVE THAT A STATEMENT BY THE COUNCIL OF 
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MINISTERS EXPRESSING OUR COMMON DETERMINATION TO FIGHT 
INFLATION, ACKNOWLEDGING THE INTEREST OF EACH IN THE 
SUCCESS OF OTHERS IN REDUCING INFLATION AND STRESSING 
THE NEED FOR DISCIPLINE AND RESTRAINT IN FISCAL AND 
MONETARY POLICY WOULD BE HELPFUL TO ALL. END TEXT. 

TURNER 
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